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Corporate Profits and National Output 
Profits Decline Relative to Output in Postwar Period 

Depreciation Allowances Sliow Sharp Rise 
Ouarterly Estimates of Corporate Gross Product Depict Postwar Clianges 

CoEPORATE profits before taxes 
were at an annual rate of $50)̂  billion 
in the first six naonths of 1962, weU 
above the total for the preceding year 
though off slightly from the $51 billion 
flow recorded in the final quarter of 
1961. When the profits estimates for 
the current period are adjusted to 
reflect the Treasury Department's 1962 
liberaKzation of depreciation allow­
ances, it is expected that the first half 
figiires wiQ be lowered substantially. 

This article reviews the trend in 
corporate profits over the postwar 
period; discusses the effect on corporate 
profits and national income of the most 
recent change in regulations governing 
depreciation allowances; assays the 
impact of other changes of a similar 
nature that have occurred during the 
postwar period; and presents a quar­
terly measure of corporate gross product 
to provide a series for use in analyzing 
changes in corporate output and 
earnings. 

Earnings of corporations are meas-
ui-ed net of charges for depreciation of 
plant and equipment. Depreciation 
measures the wear and tear and obsolescence 
of fixed capital and is based on account­
ing practices used for tax purposes. 
Since World War II, laws and regula­
tions governing the computation of 
depreciation write-offs have been changed 
several tunes as a result of the ac­
cumulation of experience regarding 
the life of capital assets, and as opinions 
changed as to the proper timing of 
depreciation allowances. Each such 
change in procedure has introduced a 
new element into the measurement of 
corporate profits for national income 
purposes. 

Hitherto, the generally moderate 
increases in depreciation stemming from 
tax changes have been obscured by 
the long-term uptrend in depreciation 

allowances associated with a steadily 
expanding stock of capital and the 
replacement of prewar equipment by 
new and more costly items. This was 
because earlier changes in the rules of 
depreciation apphed only to capital 
purchased after the hberahzation of 
procedures, and the effects therefore 
showed up graduafly. 

New depreciation rules 

Treasury provisions designed to per­
mit more reahstic depreciation, and 
which became effective in mid-1962, 
are apphcable to aU existiag capital. 

They may result in an increase of as 
much as $2 biUion to $3 biUion in de­
preciation in 1962, with a correspondkig 
decline in corporate profits on this 
account. This latest change hi proce­
dures, together with the accelerated 
amortization authorized in World War 
I I and again in the Korean crisis, and 
the larger depreciation allowances stem­
ming from the Internal Revenue Act 
of 1954, win yield a corporate profits, 
total in 1962 about $6-7 biUion lower. 
than would have been the case had. 
these legal changes not occurred. These 
developments have made the evalua-
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Table 1.—Charges to Account of Corporate Business, 194.7-62' 
[Billions of dollars] 

November 1062 

Total charges to corporate account .' 

. Indirect taxes. . 

Profits before tax, including inventory valuo-

Total charges to corporate account 

Intermediate purchases 

Income originating in corporate business. 

Supplements 
Net interest 
Profits before tax, Including inven­

tory valuation adjustment ' i 

Total charges lo corporate account 

Intermediate purchases 

Indirect taxes 

Income originating in corporate business. 

Supplements 
Net interest 
Profits before tax. Including inven-

Intermediate purchases 
Corporate gross product 

Income originating in corporate business. 

Supplements 
Net Interest 
Profits before tax. Including Invon-

Income originating in corporate business. 

Profits before tax, including inven­
tory valuation adjustment' 

1947 

367.6 

244.5 
123.0 

12.0 
6.3 

104.7 

81.2 
77.3 
3.9 
.6 

22.9 

1948 

411.1 

270.4 
140.7 

. 12.6 
7.7 

120.4 

90.0 
85.9 
4.1 
.3 

30.0 

1949 

389.3 

251.9 
137.3 

13.3 
8.6 

115.6 

,87.7 
83.4 
4.4 
.4 

27.4 

1950 

459.8 

303.3 
156.5 

14.8 
9.4 

132.3 

97.4 
91.7 
6.7 
.2 

34.7 

1951 

521.6 

341.4 
180.2 

15.9 
11.0 

153.3 

113.3 
106.2 

7.1 
.3 

39.7 

1962 

528.8 

340.2 
188.6 

17.8 
12.3 

168.5 

121.6 
114.1 

7.5 
.3 

36.6 

1953 

553.7 

361 2 
202.4 

19.3 
14.1 

169.0 

132.4 
124.2 

8.2 
.4 

30.2 

1954 

545.9 

348 1 
197.8 

18.7 
16.8 

183.3 

130.4 
121.9 

8.5 
.6 

32.3 

1956 

638.3 

415.2 
223.1 

20.6 
18.4 

184:2 

142.2 
132.5 

9.7 
.6 

41.6 

1956 

674.9 

437.6 
237.3 

22.1 
20.0 

195.2 

154.6 
143.8 
10.9 

.3 

40.2 

1957 

713.1 

404.3 
248.8 

^ 24.0 
21.8 

202.9 

162.7 
160.6 
12.2 

.4 

39.7 

1968 

697.6 

454.0 
243.5 

25.1 
22.7 

195.8 

169.5 
147.4 
12.1 
1.0 

35.4 

1969 

790.3 

618.2 
272.1 

27.0 
24.3 

220.8 

174.5 
160.4 
14.1 

.9 

45.4 

1960 

811.2 

628.4 
282.8 

29.5 
25.9 

227.4 

183.1 
167.5 
15.6 

.6 

43.7 

1901 

833.1 

545.2 
287.9 

30.3 
27.5 

230.0 

185.8 
169.7 
16.0 

.9 

43.3 

[Billions of dollars seasonaUy adjusted at annual rates] 

1947 

I 

345.4 

229.4 
116.0 

11.9 
5.8 

98.3 

78.3 
74.5 
3.7 

.5 

19.5 

I I 

360.5 

239.2 
121.3 

11.8 
6.3 

103.3 

79.6 
75.7 
3.8 
.6 

23.1 

n i 

368.8 

244.1 
124.6 

11.9 
6.5 

106.3 

81.8 
77.8 
4.0 
.6 

23.8 

IV 

395.5 

265.3 
130.1 

12.4 
6.8 

110.9 

85.1 
80.9 
4.1 
.7 

25.2 

1951 

530.0 

353.7 
170.3 

16.2 
10.3 

149.8 

110.2 
103.4 

6.8 
.3 

39.4 

601.5 

389.4 
212.0 

19.6 
17.4 

175.1 

135.9 
126.7 

9.1 
.4 

3S.8 

525.5 

345.8 
179.7 

15.4 
10.7 

153.6 

113.3 
106.3 

7.0 
.3 

39.9 

19 

637.3 

417.1 
220.2 

20.6 
18.0 

181. 7 

140.7 
131.2 

9.5 
.5 

40.5 

514.9 

333.8 
181.1 

15.7 
11.2 

154.2 

113.9 
106.8 

7.1 
.3 

40.0 

56 

652.9 

425.7 
227.2 

20.9 
18.7 

187.6 

144.3 
134.3 
10.0 

.5 

42.9 

516.2 

332.5 
183.7 

16.4 
11.6 

165.7 

116.7 
108 4 

7.3 
.3 

39.7 

661.7 

428.8 
232.9 

21.2 
19.2 

192.5 

147.9 
137.7 
10.2 

.5 

44.1 

1959 

7G4.0 

499.5 
204.5 

26.4 
23.4 

214.7 

109.5 
las. 9 
13.7 

.8 
44.4 

811.1 

634.5 
276.5 

26.6 
24.1 

225.8 

176.1 
161.9 
14.2 

.9 

48.9 

791.6 

519.0 
272.6 

27.4 
24.5 

220.8 

175.6 
101.3 
14.3 

.9 

44.3 

794.4 

519.8 
274.6 

27.8 
25.0 

221.8 

170.8 
102.4 
14.4 

.9 

44.0 

1948 

I 

400.3 

264.0 
136.2 

12.3 
7.2 

116.7 

87.5 
83.4 
4.1 
.4 

28.8 

I I 

407.7 

268.0 
139.7 

12.6 
7.0 

119.5 

89.2 
85.1 
4.1 
.3 

30.0 

n i 

418.2 

275.9 
142.3 

12.7 
7.8 

121.8 

91.7 
87.6 
4.2 
.3 

29.7 

IV 

418.1 

273.6 
144.5 

12.7 
8.1 

123.6 

91.8 
87.6 
4.2 
.3 

31.5 

1952 

518.8 

333.0 
185.7 

16.9 
11.8 

157.1 

118.8 
111.4 

7.4 
.3 

38.0 

514.1 

329.1 
185.0 

17.7 
12.2 

155.1 

119.2 
111.8 

7.4 
.3 

35.5 

526.8 

340.3 
186.6 

17.9 
12.4 

156.2 

121.0 
113.4 

7.5 
.3 

34.9 

555.6 

358 3 
197.3 

18 7 
13.0 

165.7 

127.5 
119.7 

7.8 
.3 

37.8 

1966 

662.6 

429.7 
232.9 

21.4 
19.6 

191.9 

150.6 
140.1 
10.5 

.3 

41.0 

668.1 

432.3 
235.7 

21.8 
19.9 

194.0 

164.0 
143.2 
10.7 

.3 

39.8 

668.7 

431.3 
237.4 

22.2 
20.2 

196.0 

165.0 
144.0 
11.0 

.3 

30.7 

700.3 

457.0 
243.3 

23.2 
20.4 

199.8 

159.0 
147.7 
11.3 

.3 

40.5 

1900 

818.8 

634.0 
284.8 

29.3 
25.5 

230.1 

182.8 
167.3 
15.5 

.6 

40.7 

819.8 

534.5 
285.2 

29.9 
26.0 

229.3 

184.4 
168.8 
15.6 

.6 

44.3 

807.1 

524.8 
282.3 

29.3 
25.9 

227.2 

183.8 
168. 2 
15.6 

.6 

42.7 

799.1 

520,2 
278.9 

29.0 
26.2 

223.2 

181.3 
165.8 
15.5 

.0 

41.2 

1949 

I II 

399.8 

259.9 
139.9 

12.9 
8.2 

118.8 

89.7 
86.5 
4.2 
.3 

28.8 

338.4 

251.4 
137.0 

13.2 
8.4 

115.3 

88.2 
83.9 
4.3 
.4 

26.7 

I I I 

388.7 

250.6 
138.2 

13.7 
8.6 

115.9 

86.8 
82.4 
4.4 
.4 

28.7 

IV 

380.3 

246. 0 
134.3 

13.6 
8.8 

112.1 

86.2 
81.7 
4.5 
.4 

25.4 

1953 

555.7 

352.6 
203.1 

19.1 
13.5 

170.5 

130.8 
122.8 

8.0 
.3 

39.3 

561.1 

355.7 
206.4 

19.4 
13.9 

172.2 

133.2 
125.1 

8.1 
.3 

38.6 

561.5 

357.1 
204.4 

19.6 
14.3 

170.5 

133.7 
125.4 

8.3 
.4 

36.5 

536.3 

339.6 
196.7 

19.4 
14.7 

162.7 

131.9 
123.7 

8.3 
. 4 

30.3 

1967 

712.1 

463.7 
248.3 

23.6 
21.3 

203.5 

161.3 
149.5 
11.9 

.4 

41.7 

710.6 

461.2 
249.4 

23.9 
21.7 

203.8 

103.1 
151.0 
12.1 

.4 

40.2 

723.4 

471.8 
251.6 

24.3 
22.2 

206.2 

164.3 
152.0 
12.3 

.5 

40.4 

706.2 

460.4 
245.8 

24.3 
22.3 

199.2 

162.2 
149.8 
12.3 

.5 

36.6 

1961 

796.0 

521.0 
275.0 

29.2 
20.0 

210.2 

180.5 
164.8 
15.7 

.9 

37.8 

825.2 

539.0 
280.3 

30.3 
27.3 

228.7 

184.8 
108.9 
16.9 

.9 

43.0 

841.5 

551.3 
290.2 

30.4 
27.8 

232.1 

187.2 
171.1 
10.1 

.9 

43.9 

869.5 

569. 5 
300.0 

31.4 
28.5 

240.2 

190.5 
174.1 
10.4 
1.0 

48.7 

1950 

I 

404.6 

263.8 
140.8 

13.7 
9.0 

118.1 

89.4 
84.3 
6.1 
.2 

28.5 

I I 

437.8 

286.7 
151.1 

14.4 
9.3 

127.3 

94.5 
89.0 
5.4 
.2 

32.6 

n i 

494.0 

330.0 
164.0 

15.9 
9.5 

138.6 

100.4 
94.5 
5.9 
.2 

38.0 

IV 

502,9 

3329 
170.0 

15.0 
9.9 

145.1 

105.3 
99.1 
6.2 
.2 

39 5 

1954 

535.5 

339.4 
196.1 

18.8 
15.1 

102.2 

130.5 
122.0 

8.6 
.5 

31.2 

538.7 

342.1 
196.6 

18.7 
15.6 

162.3 

129.8 
121.4 

8.4 
.5 

32.0 

544.2 

348.2 
196.0 

18.3 
16.1 

161.6 

129.4 
120.9 

8.6 
.5 

31.7 

565.1 

362. G 
202.4 

18.8 
16.7 

107.0 

132.0 
123.3 

8.7 
.5 

34.4 

1968 

669.2 

433.2 
236.0 

24.3 
22.4 

189.3 

157.6 
145.6 
12.0 

.9 

30.8 

674.5 

436.9 
237.6 

24.8 
22.5 

190.3 

156.8 
144.8 
11.9 
1.0 

32.6 

704.8 

459.8 
245.0 

25.2 
22.7 

197.1 

160.0 
148 0 
12.1 
1.0 

36.1 

741.7 

486.3 
255.4 

26.9 
23.1 

206.4 

163.5 
151.1 
12.4 
1.0 

41.9 

1902 

878.4 

575.7 
302.7 

31.6 
28.7 

242.3 

193.5 
170.0 
17.5 
1.0 

47.8 

892.3 

583.0 
308.7 

32.6 
29.1 

247.1 

197.8 
179.9 
17.9 
1.0 

48.3 

I Total charges to corporate account (sales plus inventory change) and intctniediate pur­
chases arc unconsolidated totals, because intercorporate sales and purchases are included. 

Corporate gross product is a consolidated aggregnte. 
.2 Excludes profits originating in the rest of the world. 
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tion of movements in corporate profits 
most difficult because of the entangle­
ment of economic and legal aspects. 

Here, it may be noted that the 
extent of the current increase in de­
preciation, and the reduction in profits 
resulting therefrom, is quite speculative 
because of the lack of comprehensive 
reports since the effective date of the 
new regulations. Indeed, some com­
panies have probably not yet made a 
final decision regarding use of the new 
depreciation guidelines. The $2-3 bil­
lion range used is based on an assess­
ment of corporate potentials rather than 
on reported data or tax records. 

Depreciation and profits 

A brief rfemn6 of changes in the laws 
relating to depreciation will give per­
spective to the more recent develop­
ment. Business expenditures for 
plants, machinery, and equipment can­
not, as a general rule, be written off 
fully as an expense of any one year's 
operations. Instead, each year's busi­
ness is charged with a portion of the 
capital expense until the entire cost, 
less salvage value, has been deducted. 

Total depreciation chargeable against 
a capital asset is fixed, but modifica­
tions in law or by administrative action 
may have an important effect on the 
timing of deductions. The pronounced 
liberalizations of depreciation intro­
duced in 1954 and again in 1962 will 
effect an indefinite postponement of 
some taxes as long as capital outlays 
increase. 

Prior to 1934, taxpayers generally 
fixed their own periods for writing off 
capital assets, unless the (then) Bureau 
of Internal Revenue showed their 
choices to be unreasonable. From 1934 
on, the burden of proof as to the correct­
ness of a deduction was on the taxpayer, 
and in 1942, the Bureau issued Bulletin 
F which specified for many types of 
machinery and equipment the length 
of life to be used in calculating de­
preciation. Individual companies were 
permitted to use variations determined 
from experience factors. 

Temporary departures from this gen­
eral policy occurred when accelerated 
amortization of defense facilities was 
authorized in 1940 and again in 1950. 
Such facilities could be written off in 

5 years on a straight line basis, regard­
less of their customary length of useful 
life. This rapid writeoff was available 
for only that part of the cost which was 
certified as necessary to national de­
fense. Many capital assets qualifying 
for this accelerated amortization have 
since been completely depreciated and 
the impact of these programs on re­
ported depreciation is negative at the 
present time. That is, although de­
preciation on many defense facilities is 
now zero, the facilities continue to 
contribute to production, and total 
depreciation charges on this account are 
less than they would otherwise be. 

Until 1954, depreciation was gener­
ally calculated on a straight line basis. 
That is, the annual depreciation allow­
ance on a capital item was computed by 
dividing the cost of the item by the 
number of years of its useful life, with 
the annual dollar depreciation the same 
in aU years. 

Changes in 1954 and 1962 

The Internal Revenue Code of 1954 
authorized the use of 2 alternative 
methods of calculating depreciation. 
The double declining balance method 
permits a high annual rate of deprecia­
tion to be used—currently, the rate is 
double that employed in straight line 
depreciation—^but this rate is applied to 
only the undepreciated portion each 
year. 

The second method is known as 
the sum-of-the-years-digits. Under this 
method, annual depreciation is calcu­
lated by applying to the asset's cost a 
fraction which is reduced each year. 
The fraction is determined as the ratio 
of the number of yeai's of useful life re­
maining in the asset to the sum of the 
digits in the original total useful life. 
For an asset with a 5-year life, the de­
nominator would be 5-)-4H-3-|-2-}-l = 
15. In the first half of an asset's life 
the straight-line method writes off one-
half of its cost; the double declining 
balance method writes off approxi­
mately two-thirds; while the sum-of-
the-years-digits method writes off about 
three-fom-ths. 

The new depreciation procedm'e, ef­
fective for income tax retm-ns filed on 
or after July 12, 1962, permits substan­
tial reductions in the length of depre­

ciable lives of machinery and equipment 
used by industry and allows greater 
flexibility in the rate at which equip­
ment may be written off. As noted, 
the full-year effect of the use of the new 
procedures, at 1962 levels, may amount 
to a $2 billion to $3 billion increase 
in corporate depreciation deductions 
claimed by industry. The counterpart 
of these higher depreciation charges will 
be a reduction in taxes of about half as 
much. 

Comprehensive data reflecting these 
changes will not become available until 
tax returns filed subsequent to mid-1962 
have been tabulated by the Internal 
Revenue Service—^probably in early 
1964. 

Problem of Current Profits Measure 

Since national income is measured on 
an accrual basis and the quarterly 
profits estimates are tied to annual 
corporation tax returns filed with the 
Internal Revenue Service, the quarterly 
profits and national income estimates 
will reflect retroactively as far back as 
the third quarter of 1961 the higher 
levels of depreciation and lower profits. 
However, no empirical estimates of the 
extra depreciation to be claimed are as 
yet available. Moreover, company re­
ports for the first and second quarters 
of this year did not, of course, reflect 
the new depreciation rates which were 
not authorized until July, nor do the 
national accounts. 

Some corporations may introduce 
the adjustment into their third quarter 
reports; others will include it in their 
annual report; some will probably not 
adopt the new procedures. Practice, 
doubtless, will vary widely in this 
respect. In any event, there wiU be 
considerable uncertainty in the quarter-
to-quarter estimates of corporate profits 
for some time to come—until the new 
procedures have been in effect long 
enough for the movement in corporate 
profits to be established on a com­
parable basis, and until data have 
become available by which current 
tendencies can be measured under the 
new rules. 

Meanwhile, the Office of Business 
Economics will prepare estimates of 
corporate earnings before depreciation 
allowances. From these will be de-. 
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ducted estimates of depreciation which 
win represent an extension of the 
presently published depreciation series 
before the 1962 liberalization. When 
the data necessary to measure depre­
ciation, as defined in the 1962 tax laws, 
have been assembled, we shall use such 
data to construct a new series which 
will reflect the impact of changes in 
Treasury regulations. 

A series measuring the true economic 
depreciation of the Nation's capital 
stock would be desirable so that the 
national income aggregate would not 
be influenced directly by changes in 
the laws and regulations governing 
depreciation. But the development of 
such a series, controversial in concept 
and difficult of execution, remains in 
the future. Accordingly, it seems ap­
propriate to introduce a broader meas­
ure of economic output that, though it 
does not "solve" the problem, is 
independent of changes in depreciation. 
This measure is corporate gross prod­
uct, which is the corporate segment of 
the gross national account.' 

Corporate gross product is a useful 

tool for analyzing corporate operations. 
I t furnishes a means for evaluating the 
place of depreciation and indirect 
business '• taxes, as well as the various 
factor costs, in the corporate cost 
structure, and for relating them to 
profits. I t is more comprehensive than 
is income origiDating, and provides a 
broader base against which changes in 
oosts and in profits, either gross or 
net of depreciation, can be meaning­
fully compared. 

Measure of corporate gross product 

Corporate gross product consists of 
the contribution of corporations to the 
market value of the output of goods 
and services produced by the domestic 
economy. I t is computed as the sum 
of compensation of corporate employ­
ees, net interest paid by corporations, 
corporate earnings before taxes (these 
components make up income originat­
ing in corporations), indirect business 
taxes, capital consumption allowances, 
and business transfer payments less 
subsidies paid corporations by 
government. 

Table 2.—Charges t o Account o f Corporate B u s i n e s s , Selected Periods 

[Billions of dollars seasonally adjusted at annual rates] 

Total charges to corporate account 

Intermediate purchases 
Corporate gross product 

Indirect taxes _ , 
Capital consumption allowances 
Income originating in corporate business 

Compensation of employees 
Wages and salaries 
Supplements — 

Net Interest 
Profits before tax, including inventory valuation 

adjustment ' . -

1. Excludes profits originating in the rest of the world. 

Table S .^Charges t o Corporate Gross Product , Selected Periods 

[Percent distribution] 

Second 
half 
1048 

418.2 

274.8 
143.4 

12.7 
8.0 

122.7 

91.8 
87.6 
4.2 
.3 

30.6 

Second 
half 
1951 

515.5 

333.1 
182.4 

16.0 
11.4 

155.0 

114.8' 
107.0 

7.2 

39. S 

First 
half 
1963 

558.4 

354.1 
204.3 

19.2 
13.7 

171.3 

132.0 
123.9 

8.1 

39.0 

Second 
half 
1955 

657.3 

427.2 
230.1 

21.0 
19.0 

190.0 

146.1 
136.0 
10.1 

.5 

43.5 

Fh-st 
half 
1957 

711.4 

462.5 
248.9 

23.7 
21.6 

203.7 

102.2 
150.3 
12.0 

.4 

41.0 

First 
half 
1960 

819.3 

534.3 
285.0 

29.6 
25.7 

229.7 

183.6 
168.0 
15.6 

,6 

45.5 

First 
half 
1962 

885.4 

579.7 
306.7 

32.0 
28.9 

244.7 

195.6 
178.0 
17.7 
1.0 

48.1 

Corporate gross product . 

Indirect taxes ._ 
Capital consumption allowances — 
Income orlgtaating in corporate business -

Compensation ot employees 
Wages and salaries 
Supplements 

Net interest 
Profits before tax, Including Inventory valuation 

adjustment' . 

1. Exolndos profits originating in the rest ot the world. 

Second 
halt 
1948 

100.0 

8.9 
S.5 

85.6 

64.0 
61.1 
2.9 
.2 

21.3 

Second 
half 
1951 

100.0 

8.8 
6.2 

85.0 

03.0 
59.0 
4.0 
.2 

21.8 

First 
half 
1953 

100.0 

9.4 
0.7 

83.9 

64.6 
00.7 
3.9 
.2 

19.1 

Second 
half 
1965 

100.0 

9.1 
8.2 

03,5 
69.1 
4.4 
.2 

18.9 

First 
half 
1967 

100.0 

9.5 
8.0 

81.8 

65.2 
60.4 
4.8 
. 2 

16.5 

First 
half 
1960 

100.0 

10.4 
9.0 

80.6 

84.4 
58.9 
5.5 
.2 

lao 

First 
half 
1962 

100.0 

10.6 
9.5 

80.1 

04.0 
68.2 
6.8 
.3 

15.7 

The profits component of national 
income and of corporate gross product, 
shown in line 11, table 1, is measured 
before deduction of income taxes or 
depletion. I t is adjusted to take out 
gainsand losses arising from changes in 
replacement costs of inventories as well 
as other capital gains and losses, since 
these result from price phenomena 
rather than from production. 

The profits totals used exclude pro­
fits received by U.S. corporations from 
their foreign branches and from their 
investments abroad. This last exclu­
sion amounts to approximately $2K bil­
lion currently. 

Accordingly, the profits total for the 
first half of 1962 discussed in the follow­
ing sections and shown in the accompany­
ing tables amovmts to $48.1 billion, 
instead of the $50K billion aggregate 
noted in the opening paragraphs. The 
larger figure, which includes corporate 
profits originating outside the United 
States, is a component of total gross 
national product, whereas the $48.1 
billion figure relates to corporate gross 
product originating within the domestic 
economy. 

Those famUiar with the usual com-
parisions of corporate profits as a per­
centage of national output will note 
that profits are a substantially smaller 
proportion of corporate gross product 
than of corporate national income. This 
difference reflects the inclusion of capital 
consumption allowances and indirect 
business taxes in the product measm^e 
and their exclusion from the income 
aggregate. Compensation of employees 
and net interest, the other iacome 
shares, are affected in the same manner 
as are corporate profits by the substi­
tution of gross product for national 
income as the denominator. . 

Table 1 presents the cost structure or 
framework of corporate business for the 
period 1947 through the first half of 
1962. Its composition will be discussed 
as the various components are 
considered. 

Analysis confined to cyclical peaks 

The well-known tendency of corpo­
rate profits to fluctuate sharply with 

1. Annual estimates of corporate gross product were first 
presented in a review of corporate profits in the early postwar 
years in the January 1956 issue ot the Survey of Current 
Business. The present report presents a comparable series 
on a quarterly basis. 
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changes in the level of business activity 
may be seen in the chart on page 19. 
In this review, attention centers on the 
longterm, basic changes in the share of 
production that accrues to capital in 
the form of corporate earnings—^rather 
than on changes that reflect simply the 
course of the business cycle. These 
latter are best eliminated by measuring 
profits over time at comparable stages 
of the cycle. For this, we have chosen 
the high points of the several cycles 
which are shown as shaded areas in the 
chart. 

Because short-run changes in the 
corporate profits share are so pro­
nounced that small differences in tim­
ing with respect to cyclical position may 
influence the observed secular trend, 
time spans 6 months long—^broad 
enough to mask random changes—^have 
been selected to represent each cyclical 
peak. For brevity, the individual 
periods wiU hereafter be refeiTed to by 
the year in which they fall, i.e., 1948, 
1951, 1953, 1955, 1957, 1960, and 1962. 
The values for each time period have 
been converted to annual rates by 
multiplying aU figures by 2.^ 

The choice of these periods is not 
intended to suggest that corporate 
business was operating at the same level 
of capacity in each. Indeed, there is 
evidence that compared to the early 
postwar period, there has been con­
siderable excess capacity at recent 
cycUcal peaks as complete recovery was 
not achieved. The effect of this excess 
capacity, or lack of demand, on the 
profits share is considered later in the 
discussion. 

Corporate Profits Dec l ine 
Relat ive t o O u t p u t 

The relation of corporate profits and 
total corporate output (corporate gross 
product) at selected periods of high 
economic activity are shown in table 2. 
Earnings before taxes rose from $30^ 
biUion in 1948 to an annual rate of $48 
billion in early 1962. This increase of 
almost three-fifths in profits went along 
with a more than doubling of corporate 
gross product. Accordingly, the share 

2. The profits peak in mid-ly59 is omitted because it reflects 
the special situation surroundmg the major steel strike of 
that time. It does not represent a cyclical peak. 

of total corporate output returned to 
capital in the form of profits declined 
by one-fourth over the postwar years. 
With tax liabilities doubling over this 
span, after tax profits rose about one-
fourth, and the share of corporate out­
put accruing to capital after payment of 
income taxes dropped two-fifths. 

The course of the decline in the profits 
share of output has been irregular. 
From 1948 to 1951, there was a tempor­
ary rise in earnings relative to total 
output. From 1951 to 1957, the profits 
share of total corporate output de­
clined sharply. Since 1957, this share 
has remained roughly constant, though 
well below earher highs. 

Types of change in profit ratios 

Changes in the overall profit ratio 
may originate in shifts in the distribu­
tion of factor income within individual 
industries, or, they may reflect changes 
in the industrial composition of income. 
That is, the shares of income going to 
labor and capital may change in one or 
more industries thereby causing a 
change in the all-industry profit-ratio. 
Or, there may be a shift in the industrial 
composition of output from high (low) 
profit industries to low (high) profit 
industries. Such a change in industry 
mix could affect the overaU profits ratio 
even though profit margins within 
individual industries remained constant. 

The impact of each t37pe of change 
on the profits was measured by first 
holding the industry-mix constant and 
aUowing profit ratios to vary in accord­
ance with actual developments. Next, 
profit ratios were held constant for 
each industry and applied to actual 
sales—because corporate gross product 
is not available by industry, it was 
necessary to use sales to test the effect 
of changes in profit margins. In each 
iastance, the computations were made 
in considerable industrial detail. The 
profits aggregate resulting from each 
of these standardizations was then 
compared with actual profits. As a 
check, the same standardization pro­
cedure was applied to profits and in­
come originating by industry. The 
two procedures yielded similar results. 

The results reveal that changes in 
product-mix had comparatively little 
effect on movements in the overall 

profit ratio in most periods. From 
1948 to 1953, and again from 1957 to 
1962, changes in industrial composition 
tended to raise the ratio of profits to 
corporate gross product by a very 
smaU amount. From 1953 to 1957, 
industry shifts tended to reduce overaU 
profit margins somewhat. 

Change in profit margins large 

Over the course of the decade and 
a half, declines in profit ratios among 
individual industries were widespread. 
From 1948 to 1951, changes ia industry 
margins had a bolstering effect on the 
overaU profit ratio. This, together 
with the fact that the largest increases 
in sales during this period occurred 
in relatively "high-profit" industries, 
e.xplains the smaU increase in the total 
profits share between 1948 and 1951. 

From 1951 to 1957, however, profit 
ratios were off in almost every industrj-, 
and in most, the dechne was substan­
tial. PracticaUy aU of the contraction 
in profits as a percent of corporate gross 
product was caused by declines in 
profit ratios for individual industries. 

A further dechne in industry profit 
margins from 1957 to 1962 was partly 
offset by the more favorable industry-
mix, and the overall profit ratio held 
up rather well. 

Industrial shifts in profit ratios 

From 1948 to date, the ratio of profits 
before taxes to total income originating 
in corporations (income originating is 
used in the absence of corporate gross 
product by industries) declined one-
fifth. The decline differed widely 
among industries. In construction, 
trade, and the services, profit ratios 
declined substantiaUy, as the seUers' 
market of the immediate postwar years 
rapidly siphoned off pent up consumer 
demand. 

The return of a more normal com­
petitive situation tn the world market 
for raw materials forced a sharp cut in 
mining profit margins. A steep decline 
in profit margins occurred in the trans­
portation field, where the dominant 
railroad industry lost ground to other 
carriers in which the corporate form of 
organization is less prevalent. In both 
of these industrial groups, as weU as in 
trade and service industries, profits in 
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1962, measured as a percent of total 
income originating, were about half the 
1948 rate. 

On the other hand, in communica­
tions and public utUities regulated rates, 
which were independent of market 
forces, had been held down so that pro­
ducers had not benefited from the 
immediate postwar situation. Profit 
margins in these groups graduaUy 
advanced—arising by more than 50 
percent from 1948 to 1962. 

Earnings ratios held up weU in the 
finance industry as interest rates moved 

up substantiaUy over the postwar 
period. Manufacturing industries, ac­
counting for about half of aU income 
originating in corporations, showed de­
clines approximating the aU-industry 
figure of one-fifth, with no significant 
relative difference between the durable 
and nondurable goods sectors in this 
respect. 

Source of Change in Profit 
Margins 

Attention is turned now to an exami­
nation of factors underlying changes 

in the corporate profit margins. The 
percentage distributions in table 3, 
computed from the figures in table 2, 
show relative changes in the cost 
structure of all corporations taken 
together. 

Before examining the relative shifts 
in profits and the various charges 
against gross product, a related develop­
ment may be noted. This is the stril?-
ing stabUity in the apportionment of 
total charges to corporate account 
between corporate gross product (one-
third) and intermediate purchases from 

OVER THE POSTWAR PERIOD-̂  

COMPENSATION OF EMPLOYEES HAS KEPT PACE WITH THE RISE IN PRODUCT; PROFITS HAVE LAGGED; 
DEPRECIATION AND INDIRECT TAXES HAVE RISEN FASTER THAN CORPORATE OUTPUT 

1948-1962 

/
Capital Consumption 
Allowances 

Interest 

Indirect Taxes 

Corporate Gross 
Product 

Compensation 

Profits 

(before tax and IVA) 

1948 

U.S. Deparimeni of Commerce, Office of Business Economics 
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1951 

150 - 1957-1962 
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50 h 

25 - o 

1957 
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other businesses, ..corporate and non­
corporate, of goods and services used; 
in the productive process (two-thirds). 
This latter measure ;,Oine 2, table 2) 
is derived by subtracting corporate 
gross product (line 3) from corporate 
revenue (line 1). 

Corporate gross product represents 
a consolidated account for all corpora­
tions and there is no duplication 
involved in the items in lines 4 through 
11. Corporate revenue and intermedi­
ate purchases, on the other hand, 
contain considerable duplication as they 
both include sales and purchases made 
businesses in successive stages of the 
production process.' 

Table 4.—Charges to Account of Corporate 
Business 

[Percent change selected periods] 

Total charges to corporate ac­
count _ 

Intermediate purchases 
Corporate gross product 

Indirect taxes 
Capital consumption allow­

ances 
Income originating in cor­

porate business — 
Compensation ot employ­

ees— 
Wages and salaries 
Supplements 

Net interest 
Profits before tax in­

cluding inventory valu­
ation adjustment' 

1848-
51 

23.3 
21.2 
27.2 

26.0 

43.1 

26.3 

25.2 
22.9 
72.5 

-16.6 

30.2 

1961-
57 

38.0 
38.8 
36.4 

48.0 

88.7 

31.4 

41.3 
39.6 
66.0 
53.5 

2.8 

1957-
62 

24.5 
25.3 
22.8 

35.0 

34.7 

20.2 

20.6 
18.4 
47.6 

132.1 

17.3 

1948-
02 

111.7 
111.0 
113.2 

151.6 

203.8 

99.4 

113.2 
103.2 
322.6 
197.6 

57.0 

1. Excludes profits originating in the rest of the world. 

Changes in corporate costs 

In considering factors in the relative 
decline in corporate profits, attention 
is directed to the left panel of the chart 
on page 24 and to the percentage dis­
tributions of charges against corporate 
gross product in table 3. These show 
clearly the lag in profits over the post­
war period. Corporate gross product 
more than doubled from 1948 to the 
first half of 1962, while profits rose 
three-fifths. Accordingly, earnings fell 
from 21 percent of gross corporate 
output in 1948, to a little less than 16 
percent in 1962. 

The smaller panels in the chart depict 
the timing of the relative decline in 
profits. From 1948 to 1951, corporate 
earnings rose almost one-third, com-

3. In the cost of intermediate piuchases, the full purchase 
price for goods and services obtained from noncorporate 
business (this would apply to most farm products) is 
counted. In purchases by one corporation from another, 
the purchase price Ies.s charges against gross product is 
counted. 

C619G4—02 4 

pared, to a gain of a little more than 
one-fourth in product. Over this span, 
profits as a residual share benefited 
from the, fuller utilization of resources 
resulting from mil i tary and civilian 
demands tha t accompanied the out­
break of hostilities in Korea, and in 
1950-51, they reached a postwar high 
as a proportion of total output. 

Profits share of output decreases 

From 1951 to 1957, corporate profits 
rose 3 percent, while corporate gross, 
product advanced more than one-third. 
As a consequence, the share of total 
output accruing to capital in the form 
of earnings fell one-fourth. Over the 
next five years, the increase in corporate 
earnings (17 percent) was not much 
less than the overall growth in output 
(23 percent), and the share of profits 
was down only 5 percent. The relative 
decline in profits that has characterized 
the postwar period as a whole is thus 
seen to be a product of the 1951 to 
1957 period. 

Employee compensation stable 

In order to identify the factors re­
lated to the profits decline, the various 
charges tha t must be met are now 
considered. B y far the largest of these 
is compensation of employees. 

Wages and salaries plus supplemen­
tary labor income ("fringe benefits") 
account for just under two-thirds of 
the total cost of the national output— 
a fraction tha t has remained quite 
constant. Over the postwar period, ex­
pansion in employee compensation par­
alleled that in total output. From 1948 
to 1962, compensation increased 113 per­
cent, a rate of gain identical with that in 
corporate gross product. I n the first 
and last of the three periods considered, 
the payroll component lagged slightly 
behind other costs. From 1951 to 1957, 
when the profits "squeeze" developed, 
the corporate wage biU expanded a little 
more than did total output . Over the 
entire period, gains and losses offset, 
leaving the share of employee compensa­
tion in 1962 the same as in 1948. 

Net interest a minor cost 

The third item of factor income, net 
interest paid by corporations, has 
expanded from $1/3 billion in the early 
postwar years to $1 billion currently. 

In relative, tenns , this expansion i s 
exceeded only by that in capital con­
sumption allow;ances , and , supplemen­
tary labor income. Over this period, 
however, the dollar volume of net 
interest originating-.in corporations has 
been so small tha t despite its rapid 
growth, its share of corporate output 
has increased from only 0.2 percent to 
0.3 percent. 

Indirect business taxes rise 

After employee compensation and 
profits, indirect business taxes, essen­
tiaUy taxes on sales and property, 
accoimt for the largest portion of cor­
porate gross product. From $12% bU­
lion in 1948, they rose to a current 
ra te of $32 bUlion—an increase of one-
fifth in importance in the corjporate 
gross product cost-price structure. 

Most of the rise in indirect taxes is 
associated with the growth of the econ­
omy. With sales in 1962 more than 
double those m 1948, the yield from 
excise taxes has risen substantiaUy sim­
ply because of the increased volume 
of business. As a further reflection of 
the growth of the economy, there has 
been a great increase in plant and equip­
ment expenditures since World War I I . 

DEPRECIATION AND PROFITS AS A PERCENT 

OF CORPORATE GROSS PRODUCT AT 

CYCLICAL PEAKS AND IN 1962 

Both Combined Total and Profits Alone Decline 

Percent 

35 

30 

25 

20 

15 

10 

Profits Plus Total Corporafs 
Depreciatiort 

Profits Plus "Extra" 
Depreciation 

Profits 

• 2d half 
O Isf holf 

J L _L 
1948 51 53 55 57 60 62 

Note: Profits are before tax and include inventor/ 
valuation adjustment 

U.S. Departmant of Commerce, Office of Business Econamics 62-11-15 
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PROFITS PER UNIT OF REAL CORPORATE 

OUTPUT 

Remain Stable While Other Charges Against 
Corporate Gross Product Rise 

1948=100 
250 

200 
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100 
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- . 

1 

• 2d half 
o 1stholf 

Capital Consumption 
Allowances 

\y 

. -

/ -

Indirect Taxes 

• 
^ Compensation 

/ • ^C^''' ' Price change 

1 1 1 

^ o or o 

Profifs * 

1 I I 

1948 51 53 55 57 60 62 

•••profits are before tax and include inventory 

valuat ion adjustment . 

U.S. Department of Commerce, Office of Business Economics 62—11—16 

This has expanded the property tax 
base, and hence, property tax payments, 
appreciably. 

In addition to the factors whose ex­
pansion in line with output was to have 
been expected, property tax rates have 
risen and State and local governments 
have been resorting to sales taxes to 
an increasing degree to finance their 
activities. As a result, total indirect 
taxes have been pushed up relatively 
more than corporate sales. This, of 
course, has been one of the influences 
affecting the relative corporate cost 
structure. 

Capital consumption allowances 
expand 

Capital consumption aUowances have 
expanded steadily at a rate significantly 
faster than the growth of gross prod­
uct. Over the enth-e span since 1948, 
the share has almost doubled. If the 
output currently set aside for capital 
replacement has increased only in pro­
portion to the growth of the corporate 
economy, capital consumption aUow-

4. It win bear repeating that in the comparisons being 
used the increased depreciation assumed to result from the 
current liberalized procedures has not been Included. 

ances currently would amount to about 
$16)̂  billion. Instead, they totaled $29 
biUion, at annual rates in early 1962.* 
This $12K biUion increase in capital 
consumption aUowances relative to 
other costs is the major element in the 
postwar changes in the corporate cost 
structure. 

The postwar rise in the share of capi­
tal output claimed by depreciation may 
be explained by reference to three sepa­
rate factors. First, for the period as 
a whole, the growth of capital stocks 
exceeded the growth in the physical 
volume of output. The immediate 
postwar years were characterized by a 
deficiency of capital, reflecting the low 
operating rates of the depression; the 
concentration of special-purpose de­
fense facilities during the war boom; 
and wartime restrictions on "non­
essential" expenditures. In contrast, 
capital stocks in recent years have been 
adequate for the levels of production 
obtaining and more than adequate in 
some areas. 

Secondly, much of the plant and 
equipment in operation in the immedi­
ate postwar period had been constructed 
or purchased at the relatively low prices 
prevaUing in the inter-war period. 
Consequently, depreciation charges 
were low relative to the price of current 
output and the replacement costs of 
capital goods which had risen sharply. 

The abnormally low level of capital 
consumption in the early postwar 
years is strilcingly iUustrated by com­
parison with the prewar period. Capi­
tal consumption aUowances accounted 
for about 8% percent of corporate gross 
product in 1929 and 1939, but amounted 
to only 5K percent in 1948 and did not 
again reach their prewar level untU 
about 1957. 

FinaUy, the Korean War defense 
faculties program permitting acceler­
ated amortization on certain facUities 
tended to increase reported deprecia­
tion aUowances during the middle and 
late fifties. By 1962, the effect of this 
program on reported depreciation had 
become negative. The Internal Reve­
nue Act of 1954, on the other hand, 
authorized a speed-up in amortiza­
tion schedules which has had a con­
tinuing effect. I t is estimated that the 
net effect of these two programs by 
1961 had added about $4 biUion to 

corporate depreciation. The recently-
introduced procedures wiU likely add a 
simUar amount to depreciation aUow­
ances in a much shorter pieriod. 

The three curves in the chart on 
page 25 bring into focus the role of 
capital consumption aUowances in the 
corporate profits experience. The low­
est of the three lines depicts changes in 
corporate earnings as a percent of 
corporate gross product. This is the 
profitsmeasure that has been reviewed 
in this article. 

The center line of the three depicts the 
profits share plus the extra depreciation 
permitted by the Korean-accelerated 
schedule of tax amortization and by the 
more liberal methods of calculating 
depreciation provided by the Revenue 
Act of 1954. Even with the effects of 
this speed-up in the write off of capital 
equipment eliminated, profits show a 
comparatively steep decline relative to 
total corporate output. "Whereas the 
profit share as measured in accordance 
with IRS rules fell one-fourth from 
1948 to 1962, it declined almost one-
fifth even with the "extra" depreciation 
added back. 

The top line in the chart shows cor­
porate profits plus total capital con­
sumption aUowances. The decline in 
this aggregate over the entire postwar 
Corporate Tax Liabilities Have Doubled 

Since 1948 While Profits After Tax 
Have Risen One-Fourth 

60 

40 

20 

0 

• 2d half 
o1st half 

Profits Before Tax 

' Profits Tax Liabilities 

^ ^ ^ ^ ^ ^ ^ ^ Profits after Tax ^ ^ ^ ^ ^ J 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ® 

j 

1948 51 53 55 57 60 62 
H a l f Years , Seasonally Ad iusted , a t Annual fJata 

Ef fect ive T a x R a t e 

SB% Si% 53% 49% 4 8 % A9% 49% 

US. Department ot Commerce, Office of Business Economics . 6 2 - 1 1 - 1 7 



>''ovember 1962 SURVEY OF CURRENT BUSINESS 27 

period amounts- to 7 percent—about 
10 percent if the abnormaUy high 1951 
period is used as a base. 

Summary of corporate cost changes 
The tabulation below summarizes 

postwar changes in the corporate cost 
structure and, for perspective, shows 
comparable distributions of charges 
against corporate gross product in 1929 
and 1939. 
Percent Distribution of Charges Against 

Corporate Gross Product 

Corporate gross product 
Capital consumption allow­

ances - : 
Indirect business taxes 
Employee compensation 
Net interest 
Profits before tax and includ­

ing IVA.— -

.\ddendum: Profits and in­
terest- . . 

1929 1939 1948 1962* 

100.0 

8.3 
6.2 

63.3 
3.0 

19.0 

22.0 

lOO.O 

8.5 
U.6 
64.2 
3.1 

12.5 

100.0 

5.5 
. 8.9 
64.0 

.2 

21.3 

21.6 

100.0 

9.5 
10.5 
64.0 

-3 

16.7 

16.0 

•Data for first 6 months are annual rates. 

Comparison of the 1948 and 1962 
distributions show that over the post­
war years, capital consumption allow­
ances and indirect business taxes have 
risen faster than corporate output; 
employee compensation has increased 
at the same rate as output; and cor­
porate profits, as a residual income 
share, have borne the brunt of these 
changes in the corporate cost structure. 

If a longer view is taken, much the 
same picture obtains but the changes 
are more moderate and some further 
shifts among income shares are evident. 
Comparison of 1929 and 1962 indicates 
only a moderate rise in capital con­
sumption relative to output—a rise 
that can be accounted for fuUy by the 
"extra" depreciation authorized by the 
postwar changes in laws and regulations 
regarding depreciation. 

The long-term comparison also but­
tresses the view noted earlier that 

corporate depreciation in 1948 was 
"abnormaUy" low. The other major 
difference between the short- and long-
run views is that between 1939 and 
1948 there, was a shift from interest 
to profits in the distribution of returns 
to capital as corporations used rela­
tively less borrowed capital. 

Comparison of the position of cor­
porate profits relative to corporate 
output in the several years shown in 
the tabulation indicates that a portion 
of the dechne in the profits share since 
World War I I represents a basic re­
duction in capital's share, whUe a 
portion seems to represent a return 
from an unusuaUy high profits position 
m 1948 and 1951. 

Finally, in evaluating the relative 
position of corporate profits in the in­
come distribution, an additional fact 
should be considered. The use in this 
review of : selected periods of high 
economic activity was designed to 
minimize the effect on profits of changes 
in the business cycle. Nonetheless, it 
should be noted again that since the 
midfifties the Nation's economy has been 
operating w;eU below ' capacity even 
at the top of the expansive phase of the 
cycle. This excess capacity, along with 
intensified competition, : has un­
doubtedly been a prime factor in the 
profit lag. That is, unused capacity 
in an industry contributes in full 
measure to overhead costs but adds 
nothing to revenues, thereby depressing 
net earnings. Such measures as are 
avaUable indicate strongly that over 
the recent period there has been con­
siderable slack in the rate at which 
industrial capacity has been utUized. 
An increase in this rate would most 
certainly increase corporate earnings 
through the joint action of a rise in 
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[Billions ot dollars] 

Profits before tax, including inventory Taluatton adjustment ^.. 

Profits before tax 
Tax liability 

Cash flow > 
Dividends 

Second 
half 
1048 

31.5 
- 1 . 4 
32.9 
12.4 
20.6 
27.1 
7.6 

19.6 
12.9 
6.6 

Second 
half 
1951 

41.2 
2.5 

38.7 
20.6 
18.1 
27.6 
9.1 

18.4 
8.9 
9.5 

First 
haU 
1053 

40.1 
- 1 . 0 
41. 2 
21.7 
19.4 
31.1 
9.3 

21.8 
10.1 
11.7 

Second 
haU 
1965 

45.1 
- 2 . 6 
47.6 
23.2 
24.4 
40.9 
11.6 
29.3 
12.9 
10.4 

First 
half 
1957 

42.9 
- 2 . 0 
44.8 
21.7 
23.1 
42.1 
12.7 
29.4 
10.4 
19.0 

First 
halt 
1960 

47.4 
- . 4 
47.8 
23.6 
24.2 
47.5 
14.3 
33.2 
9.9 

23.3 

First 
half 
1962 

50.6 
.1 

60-5 
24.6 
26.9 
52.2 
15.8 
36.4 
10.1 
26.4 

1. Includes profits originating in rest of the world. 2.Atter-tax profits plus depreciation. 

profit margins and a greater volume of 
revenue. 

Disposition of Corporate Cash 
Flow 

I t is of interest to note the disposition 
that corporate management coUectively 
has made. of the cash flow which is 
defineid as book profits after taxes 
plus depreciation charges. Also, cash 
flow includes profits after taxes re­
ceived by U.S. corporations from their 
foreign branches and investments. 

After-tax profits exclusive of inven­
tory gauis and losses, rose from $20K 
bUlion in 1948 to $26 biUion in 1962. 
This increase of a httle more than one-
fourth compares with a doubling of cor­
porate tax UabiUties over this period— 
from $12K biUion to $24K bUlion. 

The sharp rise in tax UabUities is 
largely the product of tax-law changes 
in the late 1940's and early 1950's when 
the effective tax rate rose from about 
38 percent to 52 percent. From 1948 
to 1951, pre-tax profits rose a little less 
than $6 biUion, while tax UabUities were 
up more than $8 biUion, leaving the 
after-tax figure down $2^: bUlion. 

Compared with 1951, however, tax 
UabUities have risen $4 biUion and after­
tax profits have moved up nearly $8 
biUion, largely owing to the elimination 
of the Korean War excess profits tax in 
1954. The course of tax habiUties and 
of profits after tax are shown in the 
chart on page 26. 

Profits after tax plus depreciation 
charges, (corporate cash flow) rose from 
$27 biUion in 1948, to $52^ biUion cur­
rently. Of this total, between one-third 
and one-fourth has been disbursed to 
stockholders in the form of dividends 
whUe the remainder has constituted a 
fund for replacement and expansion of 
capital, and other corporate needs. 

Dividend disbursements have risen 
111 percent from 1948 to 1962, a rise 
that matches the growth of total cor­
porate output and compensation of 
employees and exceeds the relative 
growth of earnings. Maintenance of 
dividend payments at a rate commen­
surate with overall growth, has resulted 
in a smaUer growth in the residual left 
for replacement and expansion. 

Although depreciation in the first half 
of 1962 is four tunes the 1948 volume, 
undistributed profits have actuaUy de­
clined—from $13 bUlion m 1948, to $10 
biUion so far in 1962. Together, undis­
tributed profits and depreciation have 
risen 90 percent. There has been httle 
additional resort to external financing, 
and capital formation has declined as a 
proportion of gross national product. 
Nonetheless, as indicated above, the 
Nation's capital stocks have increased 
more than has the physical volume of 
output over the period. 
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(Oontinu^d from p.- 5) 'Mr'--

employees costing about $K biUion * for 
the three quarters of the current fiscal 
year it is in effect. 

Federal expenditures other than for 
goods and services are slated to rise 
by almost $3 bUlion, with transfer pay­
ments to individuals up $1K bUlion, 
largely unchanged from the January 
estimate.. Higher unemployment com­
pensation, payments, in line with the 
lower than earlier estimated rise ia 
economic activity, were offset by the 
reductions from estimated budget ex­
penditures made by the non-passage 
of proposed legislation, such as the 
youth employment opportunities pro-
grana. Federal aid to, State and local 
governments would rise because of 
higher highway construction and pub­
lic assistance outlays. The effects of 
the accelerated public works program 
wUl probably be only small in this cat­
egory of Federal spending. 

Interest charges are projected about 
$K biUion higher than in the past fiscal 
year, partly because of the increase in 
the national debt and partly because 
of a higher average rate of interest to 
be paid. FinaUy, the "subsidies less 
current surplus of government enter­
prises" category wUl remain at about 
the current level of $4^ biUion, annual 
rate, rather than decline by ^% biUion 
as estimated in January. The postal 
rate increases are to become effective 
in January 1963 rather than in July 
1962' as anticipated, in the.. January, 
budget and the postal-pay raise -was 
larger than proposed so that the postal 
deficit is larger than first estimated. 
In addition, the non-passage of certain 
parts of the President's farm program 
proposals is expected to increase the 
deficit of the Commodity Credit 
Corporation. 

(Continued from p. 7) 

the first year of the cmrent. expansion, 
continued the rise begun in the second 
quarter. By virture of the gains of the 
lasr two quarters, business fixed invest­
ment, after aUowance for price increases 
is currently weU above 1960's peak quar­
ter and about back to the postwar peak 
reached early in 1957. As a percentage 
of GNP, however, outlays for plant and 
equipment are stUl somewhat lower 
than m 1956-57. 

Residential construction 
There was a further sharp rise in 

residential construction activity for 

1. This excludes the cost ot the pay raise for Post Office 
employees, which is included in the "subsidies less current 
surplus otjgovemment enterprises" category discussed below. 

the quarter, bringing) the :cumulative 
rise since the 1961 first quarter,low to 
over 25,percent. After allowance for 
price changes, the third quarter rate 
about matched that of the second 
quarter of 1959, the previous high 
in residential construction activity. 
Housing starts during the quarter were 
off somewhat from the spring peak, 
but the behavior of this series has been 
highly erratic in recent quarters. 

Lower inventory accumulation 
Businessmen sharply reduced their 

rate of inventory accumiUation for the 
second successive, quarter, foUowing 
three quarters of cycUcal recovery in 
1961, and a moderate degree of hedging 
against a steel strike in the first quarter 
of this year. Additions to stocks during 
the quarter in terms of annual rates 
amounted to only $1 biUion as against 
$4 biUion tn the second and nearly $7 
biUion in the opening quarter of the 
year. 

In contrast to the second quarter 
decline, which reflected principaUy a 
reaction from the first quarter buUdup 
in the durable goods lines, third quarter 
additions to stocks were lower in most 
areas of production and distribution, 
and there - was some liquidation of 
stocks among distributors of nondurable 
goods. AutomobUe dealers were a 
notable exception, accounting for most 
of the third quarter gain, as stocks 
were buUt. up to meet the requirement 
for 1963 model cars. 

(Continued from p. 18) 

Appendix 

This appendix describes the procedures used in deriving 
the full set ot calculations of capital stocks and related items 
upon which this summary report is based. This project 
has been planned in the Office of Business Economics as part 
of an inter-departmental study ot economic growth in which 
OBE cooperates with the Bureau ot Labor Statistics, the 
Council of Economic Advisers, and other Federal agencies. 
The programing and machine work were done on contract 
by CEIE, Incorporated, formerly the Corporation tor Eco­
nomic and Industrial Besearch. 

The calculations are based on a summary, short-cut 
methodology; they will be followed by a second version 
based on more elaborate techniques. In particular, separate 
distributions ot lives will be used for a list of more than 40 
items of equipment and structure types; in the present study 
only eight average service lives are used. (See below.) 
No allowance is made for dispersion ot retirements around 
the average .service lives. 

In view ot the nature ot this pilot project, some ot its 
results will probably have to be modified when the results 
ot the more detailed study become available. 

The series cover fixed capital assets—structures and equip­
ment—located in the Continental United States and owned 
by U.S. private business (including private ownership ot 
residences), nonprofit institutions, and foreigners. 

Series have been prepared for residential structures, non­
residential structures, and for equipment; the first of these 
items is carried separately and not included in any ot the type 

of asset or industry summaries.;.; (The.residential estimates 
have hot been used in the preceding article.) 

Breakdowns are provided-for farms, manutaoturing, and 
all nonfarm nonmanufaoturing industries combined, in addi­
tion to subtotals and totals tor these industrial groups. 

Calculations have -been made, for gross capital. stocks; 
discards, depreciation, net capital formation, net stocks, 
ratios otnet to gross stocks, and the age composition at gross 
and net stocks. AU these are continuous time series tor the 
period 1928 or 1929 to 1961, except for the ago composition 
data which are given .only for .selected years. % 

The figures were prepared by the perpetual inventory 
method—involving the application ot expiration dates to 
time series on gross investment—and accordingly necessi­
tated assumptions as to economic lifetime and proper depre­
ciation formula. 

There is no consensus as to what are the economic lifetimes 
of capital assets. One set of estimates was prepared largely 
on the basis of lifetimes published in Bulletm F (1942 edition) 
ot the Internal Revenue Service, and, in the case of the farm 
components on Department of Agriculture data. In addi­
tion, estimates based on lifetimes 10 percent, 20 percent, and 
40 percent longer and shorter were calculated. These seven 
lifetimes were used in all the calculations except in the age 
distribution tabulations in which the 10 percent variants 
were omitted. 

A similar approach was taken to the depreciation calcula­
tions. Since we do not know what is the economically cor­
rect formula for spreading depreciation over the lifetime ot 
a capital asset, five diSerent formulas were used: Straight-
line; 1!4, double, and triple declining balance method; and 
the sum ot the years-digits method. All series affected hy 
the variant calculations of depreciation were computed for 
each ot the depreciation formulas. 

Finally, there is no single economically correct method for 
valuing capital stocks and related magnitudes. Different 
valuations are relevant for different purposes. In the light of 
this, the estimates have been presented on alternative bases 
of valuation. The first set is in terms of historical costs. 

The second set is in terms of constant (1954) doUars. In 
view of the well-known uncertainties attaching to price index 
numbers, two versions of the constant-dollar figures are cal­
culated in addition to the basic version (1) which uses the 
implicit price defiators tor producers' durable equipment and 
construction prepared tor the national income and product 
accounts. In view ot their possible deficiency—they meas­
ure, in general, prices of inputs rather than ot outputs—the 
construction defiators were replaced by (2) the implicit' 
deflator tor nonfarm business GNP as a measure of the price 
of structures. In view of the known inability of price in­
dexes to reflect quality improvement comprehensively, a 
further adjustment was applied to variant (2) tor structures 
and to variant (1) for equipment. This variant (3) assumes 
a one percent per year allowance tor immeasured quality 
improvement. Needless to say, this latter adjustment is 
speculative; it has little conceptual or statistical foundation 
and is introduced only because it has been suggested by 
responsible students in the field. 

The third set of valuations is in terras ot current dollars. 
This set expresses the physical volumes ot a particular time 
in terms of the prices that actually prevailed at that time. 
Inasmuch as this involves multiplication of series expressed 
in 1954 prices by the ratio of given period prices to 1954 prices, 
it can be seen that a separate current^oUar version corre­
sponds to each ot the three constant-dollar calculations. 

Current-dollar calculations for net-gross ratios and age 
composition calculations have been omitted. It is believed 
that they are ot lesser interest than the historical and con­
stant-dollar calculations, and that they would not differ 
materially from the latter. 

The machine calculations were based on the following sepa­
rate time series of gross capital formation: 

Residences, farm 
Residences, nonfarm 
Nonresidential structures, farm 
Nonresidential structures, manufacturing 
Nonresidential structures, all other private industries 
Equipment, farm 
Equipment, manufacturing 
Equipment, all other private industries 

Each of these series was provided in historical dollars as 
well as in constant-dollars—including all applicable variants 
of the latter valuation, as discussed above. Table 7 presents 
the average lifetimes based mainly on Bulletin F (1942 
edition) information and the six additional lifetimes that were 
assmned. 


